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REDUCING  TAX  RATES 

FOR 

PRODUCTION  AND  GROWTH 


A  prompt,  substantial,  permanent  reduction  of 
Federal  tax  rates  on  individual  and  corporate  incomes  would 
increase  production,  employment,  investment  and  growth  in 
the  American  economy.   We  hope  that  action  in  the  early  part 
of  1963  will  not  be  delayed  by  disagreements  about  the  pre- 
cise size  and  distribution  of  the  tax  reductions.   It  would 
be  particularly  unwise  to  defer  action  pending  the  resolu- 
tion of  a  list  of  perennial  and  highly  controversial  prob- 
lems of  the  tax  structure.   While  some  of  these  problems  are 
important,  none  is  so  urgent  as  to  justify  delay  of  rate 
reductions  that  are  clearly  needed  now.* 

The  recommendation  for  a  substantial  reduction  of 
Federal  tax  rates  would,  of  course,  have  to  be  modified  if 
this  country  should  encounter  an  international  emergency 
requiring  a  large  increase  in  defense  expenditures.   While 
this  possibility  must  be  kept  in  mind,  it  should  not  mean- 
while deter  us  from  the  fiscal  steps  appropriate  to  the 
present  situation. 

Two  interrelated  facts  constitute  the  problem  to 
which  tax  policy  must  be  addressed  in  1963: 

1.  Production  and  employment  in  the  United  States 
could  be  higher  than  they  are  without  serious  risks  of  in- 
flation or  other  adverse  consequences. 

2.  Private  investment  in  productive  plant  and  equip- 
ment is  particularly  low,  in  relation  to  total  production  and 
to  the  amount  of  savings  available  to  finance  such  investment. 
It  is  low  because  under  present  conditions,  including  present 
tax  burdens,  there  are  fewer  opportunities  for  profitable  in- 
vestment than  there  were  in  the  early  postwar  years.   This  low 


♦See  Memorandum  by  Mr.  Allan  Sproul ,  page  42, 


investment  rate  has  been  holding  back  our  growth  and  our 
capacity  to  produce  in  the  future. 

These  are  not,  of  course,  the  only  considerations 
that  should  be  weighed  in  framing  a  new  tax  policy.   But 
they  are  distinctive  features  of  our  present  conditions 
that  call  for  a  change  from  the  tax  policy  of  the  past. 

The  primary  objectives  of  tax  policy  at  this  time 
should  be  to  help  raise  the  rate  of  economic  growth  by 
making  private  investment  more  attractive  and  to  help  raise 
the  rate  of  total  production  and  employment . 

Neither  the  lag  of  production  nor  the  lag  of  pri- 
vate investment  is  due  to  taxes  alone.  The  behavior  of  the 
economy  in  any  specific  respect  is  always  due  to  a  combina- 
tion of  factors,  no  one  of  which  can  be  singled  out  as  the 
cause.   We  concentrate  on  tax  policy  in  this  statement  not 
because  it  is  the  only  cause  of  our  present  difficulties 
but  because  it  is  an  important  cause  and  one  of  the  most  readily 
remediable. 


Summary 

The  analysis  and  recommendations  of  this  Policy 
Statement  may  be  summarized  as  follows: 

1 .  Current  rates  of  unemployment  and  the  recent 
stability  of  prices  are  evidence  that  employment  and  pro- 
duction could  both  be  substantially  higher  without  seri- 
ous risk  of  inflation  or  of  danger  to  our  balance  of  pay- 
ments.   Steps  to  raise  production  and  employment  will 
have  to  be  prudent  and  moderate.  We  shall  have  to  be  pre- 
pared to  adapt  our  policy  by  various  means,  including  the 
use  of  flexible  monetary  policy,  if  future  economic  devel- 
opments show  the  need  for  further  restraint. 

2.  Production  and  employment  are  low  because  the 
total  demand  for  goods  and  services  is  too  low.   Private  in- 
vestment demand  is  particularly  low,  in  large  part  as  a 
result  of  the  squeeze  on  profits  that  has  developed  from 
higher  costs,  including  taxes  and  wages,  and  increasing  price 
competition.* 

3.  A  higher  rate  of  private  investment  would  con- 
tribute to  a  higher  rate  of  growth  of  total  output  as  well 
as  to  higher  employment. 

*  See  Memoranda  by  Messrs.  Nathan  and  Sproul,  page  42. 


4.  Among  many  reasons  for  the  low  rate  of  private 
investment,  one  of  the  most  important,  is  the  high  rate  of 
taxation  of  corporate  profits. 

5.  The  extent  to  which  the  corporate  profits  tax 
is  "passed  on"  is  uncertain.  However,  it  is  false  to  believe 
that  if  the  tax  is  passed  on  it  does  not  impair  investment. 
With  high  corporate  profits  tax  rates  the  amount  of  invest- 
ment that  would  yield  the  necessary  return  to  capital,  in- 
cluding the  tax,  is  limited  and  accordingly  economic  growth 
is  restricted. 

6.  A  tax  cut  solely  to  increase  consumption  will 
tend  indirectly  to  raise  investment  and  growth  but  will  be 
far  less  effective  per  dollar  of  tax  reduction  than  a  bal- 
anced tax  reduction  program  that  both  increases  consumption 
and  improves  investment  incentives. 

7.  We  emphasize  the  value  of  reducing  the  corpo- 
rate profits  tax  rate  at  this  time,  but  we  recommend  a  bal- 
anced program  with  the  larger  share  of  tax  reduction  in  1963 
applied  to  the  individual  income  tax.   Such  a  combined  pro- 
gram will  contribute  to  a  prompt  increase  of  production  and 
employment  and  will  set  the  stage  for  improved  economic 
growth  in  the  future .   The  reduction  of  individual  income 
tax  rates  should  reduce  the  adverse  effects  of  the  present 
extremely  high  rates  on  the  incentives  of  individuals  as 
well  as  increase  consumption. 

8 .  We  recommend  a  two  part  program  of  income  tax 
rate  reduction,  the  second  part  being  contingent  upon  holding 
total  Federal  expenditures  in  the  fiscal  year  1964  to  the 
level  of  fiscal  1963.   The  first  part  should  be  enacted 
early  in  1963  to  take  effect  as  of  January  1,  1963.   The 
second  part  should  be  enacted  as  soon  as  Congressional 
review  of  the  President's  Budget  message  provides  confidence 
that  fiscal  1964  expenditures  will  not  exceed  fiscal  1963, 
barring  unforeseeable  emergencies.* 

The  first  part  of  the  program  should  include  a 
reduction  in  the  rate  of  corporate  profits  tax  from  52  per  cent 
to  47  per  cent,  and  a  reduction  of  all  individual  income  tax 
rates  by  8  per  cent  of  the  present  rate,  with  a  proviso  that  no 
individual  income  tax  rate  should  exceed  70  per  cent.**  These 
tax  rate  reductions  would  reduce  Federal  revenue  by  about  $6 
billion,  without  offset  for  the  additional  revenue  that  would 
be  collected  on  the  resulting  increase  of  national  income.*** 


*  See  Memoranda  Dy  Messrs.  McCabe,  page  43;  Nathan,  page  44, 
Roth,  page  55. 
**  See  Memorandum  by  William  R.  Roth,  page  55. 
:**  See  Memorandum  by  Robert  R.  Nathan,  page  44. 


The  second  part  of  the  program  would  depend 
upon  holding  planned  fiscal  year  1964  expenditures  to  the 
level  of  1963.   If  Federal  expenditures  are  thus  restrained, 
the  corporate  tax  rate  should  be  reduced  by  another  five 
points,  from  47  per  cent  to  42  per  cent,  and  individual  income 
tax  rates  should  be  reduced  by  another  6  per  cent  of  present 
(1962)  rates,  with  the  proviso  that  no  individual  income  tax 
rate  should  exceed  60  per  cent.   These  rate  reductions  would 
reduce  Federal  revenues  by  about  $5  billion  -  again  before 
offset  for  the  results  of  the  expected  higher  national  in- 
come -  which  is  about  equal  to  the  expected  annual  growth  of 
Federal  revenues  when  employment  and  economic  activity  are 
high.* 

9.   The  tax  reductions  recommended  here  would  be 
expected  to  give  a  substantial  boost  to  production  and  em- 
ployment but  not  to  be  so  large  as  to  cause  serious  danger 
of  inflation.   The  program  would  leave  Federal  receipts  and 
payments  in  the  national  income  and  product  accounts  approxi- 
mately in  balance  in  fiscal  1964,  if  the  economy  operated  at 
4  per  cent  unemployment . 1/  The  size  of  the  actual  deficit, 
or  surplus,  would  depend  mainly  upon  the  actual  level  of 
business  activity,  which  would  in  turn  depend  upon  the  effect 
of  the  tax  reduction  as  well  as  other,  partly  unforeseeable, 
factors.   Aside  from  their  effects  on  employment  and  national 
income,  the  net  effect  of  the  first  part  of  our  recommenda- 
tions would  be  to  reduce  Federal  revenues  relative  to  expen- 
ditures by  $6  billion.   The  second  part  of  the  tax  rate 
reduction,  amounting  to  $5  billion,  would  be  made  only  if 
expenditures  were  kept  from  rising  while  the  revenues  in- 
creased.  Taken  together,  the  recommendations  would,  we  are 
confident,  raise  the  national  income  and  therefore  actually 
reduce  Federal  revenues  by  much  less  than  $6  billion  relative 
to  expenditures . 

10.   The  tendency  for  the  rise  of  Federal  expendi- 
tures to  keep  pace  with  the  rise  of  revenues  resulting  from 
economic  growth  must  be  brought  to  an  end.   Expenditures, 
especially  non-defense  expenditures,  have  risen  rapidly  in 
recent  years.   We  believe  that,  rather  than  an  additional 
increase  in  total  Federal  spending  in  the  next  year,  the 
American  people  would  prefer,  and  would  benefit  from,  the 
further  tax  cuts  that  could  be  made  if  expenditures  did  not 
rise.** 


1/  For  an  explanation  of  the  national  income  and  product 
accounts  and  the  reason  for  their  use,  see  page  31. 


*  See  Memorandum  by  Thomas  Roy  Jones ,  page  56 . 
**  See  Memorandum  by  Robert  R.  Nathan,  page  45. 
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11.   To  promote  the  long-run  growth  of  the  economy, 
as  well  as  for  other  reasons,  it  will  be  important  to  reduce 
the  present  heavy  emphasis  on  individual  and  corporate  in- 
come taxes  in  the  Federal  revenue  system.   This  implies  as 
a  corollary  an  increase  in  the  relative  emphasis  on  indi- 
rect taxes .   Serious  attention  should  be  given  to  the  estab- 
lishment of  a  broad-based  low  rate  Federal  excise  tax  to 
provide  additional  revenue  and  relieve  the  burden  of  income 
taxes.   Many  other  changes  in  the  Federal  tax  system  are 
desirable.*  However,  we  stress  the  need  to  concentrate  on 
a  few,  major,  urgently  needed  steps  that  can  be  taken  early 
in  1963.** 


*  See  Memorandum  by  Frederick  R.  Kappel,  page  46. 

**  See  Memoranda  by  Robert  R.  Nathan,  page  46; 

Frederick  R.  Kappel  and  Gaylord  A.  Freeman,  page  47, 
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I.  THE  NEED  FOR  TAX  RATE  REDUCTION 


The  State  of  the  American  Economy 

To  say  that  production  and  employment  are  "too 
low"  means  two  things.   It  means  first  that  production  and 
employment  could  be  higher.   It  means  further  that  they 
could  be  higher  without  excessive  cost,  in  terms  of  infla- 
tion, the  international  position  of  the  dollar  or  other 
considerations . 

That  production  and  employment  could  be  higher  is 
indicated  by  the  rate  of  unemployment,  now  about  5.5  per 
cent,  and  by  the  underutilization  of  productive  plant.   For 
the  past  five  years  unemployment  has  averaged  about  6  per 
cent,  has  not  been  below  4  per  cent  in  any  month  and  has 
been  below  5  per  cent  in  only  six  months.   So  long  a  period 
of  such  unemployment  rates  is  serious,  in  terms  of  its 
effects  on  the  unemployed  people,  of  its  effects  upon  the 
efficiency  and  adaptability  of  the  economy,  of  the  private 
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and  public  measures  it  stimulate*  to  cop*  with  the  problem, 
and  of  the  picture  it  presents  of  the  American  economy  to 
a  world  engaged  in  a  competition  of  economic  systems. 

We  do  not  believe  that  properly  chosen  measures 
to  raise  production  and  employment  would  create  a  serious 
danger  of  inflation  in  present  circumstances.   In  the  past 
five  years  increases  in  the  average  level  of  prices,  as 
measured  by  our  most  comprehensive  index  (the  deflator  of 
Gross  National  Product)  have  amounted  to  about  1.5  per  cent 
per  annum.   Even  this  may  be  an  overstatement  of  the  true 
rate  of  inflation,  as  it  probably  does  not  take  complete 
account  of  improvements  in  the  quality  and  durability  of 
goods  and  services.   Compared  to  our  earlier  postwar  experi- 
ence, and  to  the  contemporary  experience  of  other  countries, 
this  is  a  good  record.   Moreover,  the  psychological  atmos- 
phere in  the  united  States  seems  to  have  changed  signifi- 
cantly in  recent  years.   Rapid  inflation,  at  least  in  the 
short-term  outlook,  is  much  less  confidently  expected  than  it 
was  earlier,  and  the  danger  that  a  small  inflation  would 
snowball  into  a  large  inflation  is  probably  much  diminished.* 

Neither  do  we  believe  that  measures  to  raise  pro- 
duction and  employment  need  threaten  the  balance  of  payments 
position  of  the  United  States.   This  is  partly  a  corollary  of 
our  belief  that  well -planned  measures  to  stimulate  the  economy 
will  not  be  inflationary.   It  also  stems  from  the  fact  that 
the  reductions  of  tax  rates  recommended  here  would  directly, 
and  indirectly  by  stimulating  improvements  of  productivity, 
help  American  producers  to  compete  in  world  markets. 

There  is,  of  course,  a  danger  that  any  program  to 
stimulate  American  production  and  growth,  however  intrin- 
sically sound  and  cautious,  may  be  misinterpreted  abroad  and 
give  rise  to  fears  about  the  dollar.   This  does  not  seem  to 
us  a  serious  danger.   The  position  and  policy  of  the  United 
States,  and  our  ability  in  cooperation  with  our  associates 
to  defend  the  dollar,  are  now  well  appreciated.   The  state 
of  international  opinion  does  not,  and  should  not,  preclude 
moderate  steps  to  improve  our  economic  performance. 

We  believe  it  is  important  to  take  steps  to  raise 
production  and  to  reduce  unemployment  of  workers  and  under- 
utilization  of  capacity,  even  at  some  risk.   To  accept  these 
risks  is  not  to  ignore  them.   We  shall  have  to  proceed  cau- 
tiously, trying  to  minimize  the  risks  as  we  go  and  being 
prepared  to  moderate  or  alter  our  course  when  necessary. 


♦See  Memorandum  by  Mr.  Allan  Sproul ,  page  49, 
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The  American  economy  is  not  regressive  or  stagnant. 
We  are  not  in  a  situation  that  requires  desperate  measures, 
or  doing  everything  that  can  be  imagined .   Our  recent  accom- 
plishment, while  not  so  satisfactory  as  we  wish,  has  been 
reflected  in  rising  real  income  and  consumption.   The  chief 
sign  and  result  of  our  slower  growth  is  unemployment,  but 
even  here  our  shortfall  must  not  be  exaggerated .   The  need 
for  a  change  in  policy  arises  simply  from  the  possibility 
of  doing  better. 


Why  Production  and  Employment  Are  Too  Low 

Production  and  employment  are  too  low  because 
total  demand  -  of  consumers,  businesses  and  governments 
combined  -  is  too  low.*  If  more  goods  and  services  could  be 
sold  more  would  be  produced  and  more  workers  would  be  em- 
ployed.  What  counts  here,  of  course,  is  the  real  demand, 
not  the  amounts  of  money  that  consumers,  businesses  and 
governments  spend  on  goods  and  services  but  the  amounts  of 
goods  and  services  that  are  bought  with  that  money. 

Why  is  the  total  demand  for  goods  and  services  not 
higher?  This  question  can  be  broken  down  and  answered  in 
many  different  ways.   But  if  we  look  at  the  change  in  pur- 
chases of  goods  and  services  (in  constant  dollars)  from  1957 
to  1962  one  fact  stands  out.   Private  purchases  of  durable 
equipment  and  non-residential  construction  decreased  2  per 
cent  while  all  other  purchases  increased  17  per  cent.   The 
17  per  cent  increase  in  the  "all  other"  category  includes  a 
16^  per  cent  increase  in  personal  consumption  purchases  and 
an  18g  per  cent  increase  in  combined  Federal ,  State  and 
local  government  purchases.   If  business  investment  demand 
had  risen  as  much  as  all  other  demands,  by  17  per  cent  rather 
than  declining  by  2  per  cent,  we  would  be  at  a  much  higher 
level  of  production  and  employment  now. 

It  would  be  too  simple  to  say  that  the  decline  in 
private  investment  demand  is  the  cause  of  the  present  inade- 
quacy of  total  demand.   One  could  also  say  that  the  cause 
is  the  failure  of  other  expenditures  to  rise  even  more, 
given  the  absolute  and  relative  decline  of  private  invest- 
ment.  But  the  change  in  private  business  investment  is 
noteworthy.   In  each  year  from  1958  to  1962  inclusive,  pri- 
vate business  investment  has  been  smaller  relative  to  the 
gross  national  production  than  in  any  postwar  year  before 
1958. 


♦See  Memorandum  by  Mr.  Frederick  Kappel ,  page  50, 
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The  Importance  of  Investment 

The  significance  of  the  decline  in  private  business 
investment  is  two-fold.   First,  it  keeps  us  from  employing 
our  labor  force  and  productive  facilities  at  a  satisfactory 
rate.   Second,  it  keeps  us  from  raising  as  rapidly  as  we 
might  our  capacity  to  produce  efficiently.   The  first  effect 
could  be  offset  by  a  further  increase  in  other  expenditures. 
But  the  second  effect  cannot  be  offset  in  this  way.   There  is 
no  good  substitute  for  a  high  rate  of  private  investment  as 
a  means  for  getting  a  high  rate  of  economic  growth  in  a  free 
society.   The  increase  of  production  that  we  would  get  from 
employing  96  per  cent  rather  than  94  per  cent  of  our  labor 
force  is  important.   But  we  want  and  need  a  continuing  in- 
crease beyond  that.   We  need  the  increase  in  our  ability  to 
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produce  that  comes  with  the  improvement  of  education  and 
skills,  the  increase  of  the  stock  of  capital  and  the  advance 
of  technology  and  its  application  to  production. 

It  is,  of  course,  the  past  growth  in  our  ability 
to  produce  that  accounts  for  the  high  output  per  capita  and 
the  high  standard  of  living  enjoyed  by  Americans  today.   The 
rate  of  growth  in  output  per  capita  in  the  next  decade  will 
determine,  more  than  anything  else,  how  much  higher  these 
living  standards  will  be  in  1972  than  they  are  in  1962. 
The  lesson  is  not  that  we  should  ignore  the  problem  of 
getting  to  high  employment  and  production  today  while  con- 
centrating on  increasing  our  potential  for  production  in 
the  future.   The  lesson  is  that  from  among  the  possible 
means  of  getting  to  high  employment  and  high  production 
today  we  should  choose  the  means  that  contributes  most  to 
growth  in  output  per  worker . 

A  necessary  condition  for  high  rate  of  growth  is 
a  high  rate  of  investment.   It  is  not  the  sole  requirement. 
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In  the  complex  process  of  growth,  investment,  education  and 
research  are  probably  the  primary  ingredients.   The  saving- 
investment  process  not  only  increases  the  amount  of  capital 
per  worker  but  also  incorporates  the  new  methods  made  avail- 
able by  technological  advance.   Without  being  embodied  in 
new  equipment  and  machinery  most  of  the  technological  ad- 
vance would  make  little  contribution  to  output.   And  the 
new  processes  embodied  in  new  machinery  require  and  provide 
opportunity  for  more  skilled  and  educated  workers. 


Why  Investment  Has  Been  Low 

Private  business  investment  has  been  relatively 
low  since  1957  because  the  volume  of  opportunities  for 
investment  that  held  out  the  prospect  of  profits  -  after 
taxes  -  covering  the  costs  of  capital  and  justifying  the 
risks  was  smaller  than  it  had  been  earlier. 

The  Great  Depression  and  World  War  II  left  us  in 
1945  with  a  private  capital  stock  that  was  small  in  relation 
to  the  demand  for  product  and  old  in  relation  to  the  availa- 
ble technology.   The  opportunities  for  very  profitable  invest- 
ment were  numerous.   Business  had  a  large  volume  of  liquid 
assets  and  low  debts.   Interest  rates  were  abnormally  low. 
In  the  years  that  followed,  the  rate  of  utilization  of  pro- 
ductive capacity  was  high.   Profits  seemed  higher  than  they 
actually  were  because  depreciation  charges  were  not  covering 
the  value  of  the  property  consumed.   The  atmosphere  was  one 
in  which  rising  costs  in  many  instances  could  be  passed  on 
in  higher  prices.   This  combination  of  favorable  factors  off 
set  the  repressing  effect  of  high  taxes  on  the  return  from 
private  investment,  especially  as  there  was  reason  for  many 
years  to  expect  that  the  high  tax  rates  would  soon  come  to 
an  end  . 

After  1957  the  situation  was  different.  Pent-up 
demands  for  investment  accumulated  during  World  War  II  and 
earlier  had  been  met.   While  investment  opportunities  re- 
mained, and  new  opportunities  were  created  by  economic 
growth  and  technological  advance,  the  volume  that  promised 
sufficient  profit  in  the  existing  conditions  had  diminished. 
Profits  had  declined,  in  part  because  of  rising  labor  costs 
and  in  part  because  the  level  of  economic  activity  was  not 
high.   The  level  of  economic  activity  in  turn  was  influenced 
by  the  low  rate  of  investment.   Costs  of  capital  goods  and 
construction  had  risen  substantially  relative  to  prices  of 
consumers'  goods,  and  this  tended  to  depress  the  rate  of 
return  on  investment.   As  the  rate  of  inflation  diminished, 
the  prospect  emerged  that  the  future  profits  of  current 


18 


Chart  6 


GROSS  DOMESTIC  CAPITAL  FORMATION  AS  A    PER  CENT 
OF  GROSS  NATIONAL  PRODUCT 


ES  I9SS-60       CZ3 


Tli—^        r  16.7  -\ 


Italy 


United 
States 


United 

Kingdom 


Note:  Capital  formation  as  usually  presented  in  international  accounts  includes  government  as  well 
as  private  capital  formation.  For  this  reason,  the  United  States  capital  account — which  does 
not      include     government    capital    outlays  — has    been    adjusted    to    include    such  expenditures. 

Source:     Based  on  data  from  United  Nations  Yearbook  of  National  Accounts  Statistics,  1961 


investment  would  be  squeezed  between  competitive  prices  and 
rising  labor  costs.   In  view  of  all  these  conditions  the 
number  of  investment  prospects  that  could  leap  the  hurdle 
of  high  tax  rates  on  investment  returns  diminished. 

Investment  conditions  did  not  suddenly  change  in 
the  fall  of  1957  when  the  economy  began  to  decline.   The 
timing  of  the  start  of  the  1957  recession  was  influenced  by 
a  number  of  factors,  of  which  the  gradual  deterioration  of 
investment  prospects  that  had  been  going  on  in  previous  years 
was  only  one.   But  once  the  recession  of  1957  had  begun,  pri- 
vate investment  demand  was  too  weak  to  recover  or  to  produce 
a  full  recovery  of  the  economy  as  a  whole. 
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As  the  preceding  discussion  suggests,  high  tax 
rates  are  not  the  only  reason  for  the  weakness  of  private 
investment.   If  other  conditions,  all  of  which  have  their 
effect  on  the  availability  of  profit  opportunities,  were 
sufficiently  favorable,  the  obstacle  of  the  tax  rates  could 
be  overcome.   But  the  other  conditions  are  not  sufficiently 
favorable,  and  many  of  them  either  cannot  be,  or  are  un- 
likely to  be,  improved  quickly  by  public  policy.   Taxes  are 
now  the  most  powerful  instrument  that  can  be  deliberately 
used  to  improve  the  investment  situation.   However,  restraint 
in  Federal  spending  and  controlling  labor  costs  are  also  of 
utmost  importance .  * 

The  Effects  of  the  Corporate  Profits  Tax 

The  effects  of  the  high  corporate  profits  tax 
have  been  difficult  to  see  for  two  reasons.   First,  during 
most  of  the  postwar  period  of  high  corporate  taxes,  invest- 
ment demand  was  very  strong  and  absorbed  the  available 
savings  despite  high  tax  rates,  as  we  have  pointed  out. 
Second ,  the  chain  of  causation  from  the  corporate  tax  rate 
to  its  various  effects  is  complicated.   Especially  there 
has  been  confusion  because  of  the  belief  that  the  corpora- 
tion "passes  on"  the  tax,  from  which  some  have  concluded 
that  the  tax  does  not  affect  investment. 

This  is  a  crucial  matter  and  we  must  try  to  ex- 
plain it,  despite  its  complications.   We  believe  it  is 
clearly  true  that  in  the  long  run  the  prices  of  products 
must  and  will  cover  their  costs  of  production,  including 
the  cost  of  capital  and  any  tax  on  the  return  to  capital. 
In  any  industry  where  investment  goes  on,  and  that  is  most 
industries,  prices  must  yield  a  sufficiently  large  return 
to  capital  before  tax  to  give  an  after  tax  return  adequate 
to  attract  the  capital. 

To  say  that  the  corporation  "passes  on"  the  tax 
means  that  the  after  tax  return  to  the  saver  does  not  de- 
cline but  that  the  corporation  earns  enough  more,  before 
taxes,  to  give  the  investor  the  return  that  he  feels  he 
needs  to  pay  the  tax  and  accept  the  business  risks  of  new 
investment.   Thus,  if  business  must  earn,  say,  12  per  cent 
and  a  tax  of  50  per  cent  is  imposed  on  corporate  profits, 
then  the  rate  of  corporate  profits  before  tax  would  have 
to  rise  to  twice  12  per  cent,  or  24  per  cent,  if  the  tax 
were  to  be  passed  on. 

The  extent  to  which  corporate  profits  taxes  are 
passed  is  a  question  of  controversy  which  we  do  not  need  to 


*  See  Memorandum  by  Mr.  Robert  R.  Nathan,  page  50. 
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discuss  here.   Our  point  is  that  if  the  tax  is  passed  on,  or 
to  the  extent  that  it  is  passed  on,  it  nevertheless  deters 
investment.   For  the  tax  to  be  passed  on,  the  investments 
that  are  made  must  now  yield  enough  to  cover  the  return  to 
savers  plus  the  tax.   But  there  is  nothing  in  the  imposition 
of,  say,  a  50  per  cent  corporate  profits  tax  that  will  dou- 
ble the  return  yielded  by  a  particular  investment.   The 
effect  of  the  tax  would  be  to  hold  investment  down  to  the 
amount  that  would  yield  the  necessary  return  including  the 
tax.   Only  the  investments  that  would  pass  this  test  would 
be  made . 

There  are  two  mechanisms  by  which  the  corporate 
profits  tax  might  be  "passed  on."  A  newly  imposed  or  in- 
creased corporate  profits  tax  might  be  "passed  on"  immedi- 
ately in  higher  prices  before  there  is  any  effect  on 
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investment  or  production.   Alternatively,  the  tax  may  be 
"passed  on"  in  higher  prices  that  result  from  a  prior  retar- 
dation of  investment  and  production. 

It  is  presumably  the  mechanism  of  immediate  price 
increase,  before  anything  happens  to  investment  and  produc- 
tion, that  people  have  in  mind  when  they  say  that  the  tax 
is  passed  on,  with  the  implication  that  there  are  no  further 
effects.   If  all  corporate  profits  taxes  were  passed  on 
immediately  in  higher  prices,  by  and  large  prices  would 
rise  most  in  those  sectors  of  the  economy  that  use  most 
capital  and  earn  most  profits  on  its  use.   The  relatively 
higher  prices  in  these  sectors  would  depress  their  sales, 
or  retard  the  growth  of  their  sales,  and,  since  they  are' 
the  heavy  capital -using  sectors,  investment  would  be  par- 
ticularly depressed  there.   Moreover,  in  all  sectors  of 
the  corporate  economy  there  would  be  a  strong  incentive  to 
use  less  capital,  since  capital  would  have  become  relatively 
more  expensive . 

We  conclude  that  if  the  tax  is  passed  on,  whether 
prices  go  up  first  and  the  effects  on  investment  follow,  or 
investment  goes  down  first  and  the  effects  on  prices  follow, 
the  end  results  will  be  the  same.   The  tax  on  corporate 
profits  leads  to  less  output  in  total,  less  corporate  in- 
vestment, less  capital  per  worker,,  less  output  per  worker 
and  higher  prices.   Reduction  of  the  tax  will  tend  to  re- 
verse these  effects  --  to  raise  output  and  the  rate  of  in- 
vestment, to  increase  the  rate  of  growth  of  output  per 
worker  and  to  reduce  prices,  either  immediately  or  as  a 
consequence  of  the  increase  in  output  and  productivity. 


Investment  via  Consumption? 

There  is  now,  as  there  is  almost  always,  some 
plant  and  equipment  that  is  not  being  used,  or  is  not  being 
used  fully.   This  is  not  an  absolute  bar  to  investment,  as 
is  shown  by  the  fact  that  a  large,  although  still  inadequate, 
rate  of  investment  goes  on.   And  it  does  not  rule  out  an 
increase  of  investment  if  conditions  for  investment  are 
more  favorable.   Firms  are  usually  able  to  increase  their 
output  with  the  existing  capital  at  some  cost.   Investment 
occurs  even  though  output  could  be  increased  from  existing 
capital  when  the  larger  output,  or  the  same  output,  can  be 
produced  with  new  capital  at  lower  cost  than  it  can  be  pro- 
duced with  the  existing  capital.   The  cost  of  producing  with 
the  new  capital  includes  the  necessary  return  to  the  capital, 
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before  income  taxes.   Thus  the  costs  to  be  covered  include 
both  the  income  tax  and  the  return  on  capital.   In  any  given 
state  of  utilization  of  existing  facilities,  the  amount  of 
new  investment  that  is  worth  making  will  depend,  in  part,  on 
the  rate  of  taxation  of  income  on  capital,  and  if  other  things 
are  equal,  will  be  higher  the  lower  is  the  rate  of  taxation. 

It  is  sometimes  argued  that  the  best,  or  possibly 
the  only,  way  to  increase  investment  is  to  increase  consump- 
tion.  There  is  little  doubt  that  an  increase  of  consumption 
that  increased  the  utilization  of  existing  capital,  and  im- 
proved its  return  would  tend  to  stimulate  investment,  just 
as  there  is  little  doubt  that  an  increase  of  investment 
which  would  increase  earnings  in  producing  plant  and  equip- 
ment would  stimulate  consumption.   However,  this  does  not 
mean  that  the  increase  of  investment  resulting  indirectly 
from  measures  whose  immediate  impact  is  to  increase  consump- 
tion alone  will  be  as  large  as  the  increase  of  investment 
that  could  be  obtained  by  a  combination  of  measures  aimed  at 
increasing  investment  as  well  as  consumption.   The  proportions 
in  which  total  production  is  divided  between  consumption  and 
investment  are  not  rigidly  determined  by  technological  or 
other  conditions.   Investment  has  been  a  higher  proportion 
of  total  production  in  the  United  States  in  earlier  periods 
than  it  is  today  and  is  a  higher  proportion  of  total  produc- 
tion in  many  countries  of  Europe  and  in  Japan  than  it  is  in 
the  United  States.   Taxation  is  one  of  the  factors  determining 
the  share  of  investment  in  total  production. 

Our  goal  today  should  be  both  to  increase  total 
production  and  employment  and  to  devote  a  large  share  of  the 
increased  production  to  investment.   The  share  of  any  in- 
crease in  production  that  takes  the  form  of  investment  will 
be  significantly  influenced  by  the  kinds  of  tax  revision  we 
now  make.   If  the  tax  revision  is  confined  to  increasing 
consumer  purchasing  power  the  share  of  investment  will  be 
smaller  than  if  the  tax  revision  includes  measures  to  reduce 
obstacles  to  investment  as  well.   So  we  stress  the  importance 
of  reducing  corporate  profits  tax  rates  in  order  directly  to 
increase  the  incentive  to  invest. 

Reduction  of  the  corporate  profits  tax  and  of  the 
high  individual  income  tax  would  bring  into  the  realm  of 
feasibility  many  new  enterprises  and  expansions  and  modern- 
izations of  existing  enterprises.    These  projects  are  not 
now  undertaken,  although  they  would  yield  a  substantial 
return  to  the  whole  society,  because  they  do  not  promise  a 
sufficient  profit  after  tax  to  justify  the  investment  and 
risk.    If  they  were  undertaken,  people  would  be  put  to 
work  both  in  constructing  plant  and  manufacturing  equipment 
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and  in  operating  the  new  facilities  to  turn  out  products. 
The  incomes  earned  in  the  process  would  create  the  addi- 
tional markets  needed  for  the  sale  of  products  of  tnese  and 
other  enterprises  as  well.* 

We  have  in  this  country  people  anxious  to  work 
and  capital  seeking  investment  opportunities ,**We  have  a 
need  for  many  things  that  could  be  produced  by  the  labor 
and  capital  and  that  would  be  bought  with  the  incomes  earned 
in  their  production.   But  we  have  erected  a  high  wall  between 
these  resources  and  these  needs,  in  the  form  of  high  rates 
of  profits  taxation  which  prevent  the  resources  from  being 
used  to  satisfy  the  needs  unless  a  very  high  return  beiore 
taxes  can  be  expected.   It  is  important  to  reduce  tne  height 
of  this  wall  by  reducing  the  corporate  profits  tax  in  1963. 


Cutting  Individual  Income  Tax  Rates 

Despite  the  high  importance  we  assign  to  increasing 
private  investment  by  reducing  the  corporate  pronts  tax,  we 
do  not  propose  a  tax  reduction  confined  to  tne  corporate 
profits  tax.   We  propose  a  balanced  tax  reduction,  applying 
to  both  individual  and  corporate  income  tax  rates,  and  with 
the  larger  part  of  the  revenue  loss  being  due  to  the  cut  in 
individual  income  tax  rates.   There  are  several  reasons  for 
this  balanced  program.   The  main  one  is  that  while  we  are 
confident  of  the  long-run  effectiveness  of  a  cut  in  the 
corporate  profits  tax  in  stimulating  investment  the  timing 
of  the  effect  is  somewhat  uncertain.   There  may  be  some  lag 
in  the  effect  of  the  lower  corporate  profits  tax  rate  on  the 
expected  profitability  of  investment  and  in  getting  invest- 
ment programs  under  way.   An  early  increase  in  total  produc- 
tion, and  possibly  also  in  private  investment,  is  more  likely 
to  result  from  a  balanced  package  of  tax  reduction  than  from 
reduction  of  the  corporate  profits  tax  alone,  even  though 
the  reverse  may  be  true  in  the  longer  run.   Moreover,  the 
higher  rates  of  individual  income  tax  are  themselves  a 
deterrent  to  investment  and  economic  activity  and  should 
be  reduced  in  any  growth -oriented  tax  revision.   We  recog- 
nize, of  course,  that  we  are  not  interested  in  economic 
growth  for  growth's  sake  alone  but  in  the  benefits  of  growth, 
which,  while  providing  added  strength  for  the  nation  and  its 
institutions,  make  possible  higher  standards  of  living  and 
consumption.   Therefore  it  is  only  reasonable  that  a  tax 
reduction  program  should  be  concerned  with  encouraging  con- 
sumption as  well  as  investment.   It  is  mainly  because  of 
our  interest  in  prompt  results  that  we  recommend  that  the 
larger  share  of  the  tax  reduction  take  place  in  the  individ- 
ual income  tax. 


*See  Memorandum  by  Mr.  Allan  Sproul ,  page  51. 
**See  Memorandum  by  Mr.  Philip  Sporn,  page  51. 
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We  would  emphasize  that  much  the  same  objectives 
that  call  for  a  reduction  of  the  corporate  profits  tax  also 
call  for  reduction  of  the  higher  rates  of  individual  income 
tax,  particularly  those  rates  that  now  range  from  60  per  cent 
to  91  per  cent.   As  we  said  in  a  statement^/  in  1961: 

"Investment  decisions  are  also  distorted  by 
the  high  (individual  income)  tax  rates.   A  risky 
investment  that  might  be  attractive  if  the  return 
after  taxes  is  10  per  cent  must  earn  a  return  of 
20  per  cent  before  taxes  if  the  individual's 
marginal  rate  is  50  per  cent,  and  40  per  cent  if 
his  marginal  rate  is  75  per  cent.   Under  the 
circumstances,  the  investor  may  invest  his  capital 
in  a  relatively  secure  and  going  concern  or  in 
tax-exempt  securities.   Alternatively,  he  may 
prefer  to  invest  in  a  venture  promising  quick 
rewards  in  the  form  of  capital  gains.   In  either 
case,  the  investor  may  be  discouraged  from  par- 
ticipating in  a  new  or  growing  enterprise,  where 
the  return  over  a  period  of  time  would  be  in  the 
form  of  dividends  rather  than  capital  gains.   To 
the  extent  that  the  lower  capital  gains  rate  off- 
sets the  deterrent  effect  of  the  high  ordinary 
rates,  it  does  so  by  stimulating  certain  kinds  of 
investments  rather  than  investments  generally." 

In  addition  to  these  effects  on  private  investment 
of  the  high  rates  of  individual  income  tax  there  are  other 
adverse  effects  from  the  standpoint  of  equity  as  well  as 
from  the  standpoint  of  economic  efficiency  and  growth. 
Again  quoting  from  our  1961  statement: 

"As  a  result  of  the  high  tax  rates,  even  men 
with  great  ability  find  it  difficult  to  accumulate 
sufficient  capital  to  start  new  businesses.   Some 
refuse  to  accept  new  employment  opportunity  merely 
because  the  tax  rates  reduce  the  attractiveness  of 
additional  income.   The  possible  loss  of  unvested 
pension  rights  alone  frequently  outweighs  any 
advantages  they  might  derive  from  direct  salary 
increases . 

"Aside  from  these  undesirable  economic  effects, 
the  upper  bracket  tax  rates  have  had  damaging 


1/ Growth  and  Taxes:  Steps  for  1961.   February,  1961. 
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effects  on  the  structure  of  the  tax  system.   Tax- 
payers are  encouraged  to  obtain  incomes  that  are 
given  preferential  tax  treatment  or  to  convert 
ordinary  incomes  into  such  forms.   This  creates 
numerous  inequities  because  the  opportunity  to 
manage  or  manipulate  incomes  in  this  way  is  not 
available  to  all  taxpayers.   If  the  top  bracket 
rates  are  not  moderated,  the  Congress  will  con- 
tinue to  receive  demands  for  the  correction  of 
these  inequities  by  making  the  avenues  of  escape 
available  to  still  more  taxpayers.   Carried  to  its 
logical  extreme,  this  approach  can  end  up  only  in 
a  chaotic  structure  which  will  not  be  satisfactory 
to  anyone.   In  fact,  the  tax  system  has  already 
been  pushed  too  far  in  this  direction." 

Individual  income  tax  rates  above  60  per  cent  are 
an  example  of  the  plausible  idea  that  persons  with  higher 
incomes  should  pay  more  taxes  in  proportion  to  their  incomes 
than  persons  with  lower  incomes.   However,  this  idea  has 
been  carried  to  a  ridiculous  and  self-defeating  extreme,  and 
has  been  allowed  to  submerge  another  idea  which  has  made  our 
nation  great  —  namely,  that  a  person  who  devotes  his  efforts 
and  his  capital  to  increasing  his  income,  and  hence  adding 
to  the  country's,  is  entitled  to  a  reasonable  share  of  the 
results. 
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II.  THE  TAX  REDUCTION  PROGRAM 


We  recommend  a  tax  reduction  in  two  parts .   One 
part  is  a  $6  billion  net  reduction  of  taxes;  i.e.,  a  reduc- 
tion not,  at  least  initially,  matched  by  reduction  in 
expenditures  or  increase  of  other  revenues.   We  say  "ini- 
tially" because  we  expect  that  the  tax  rate  reductions  will 
raise  the  national  income  and  consequently  raise  tax  reve- 
nues.  The  second  part  is  a  $5  billion  cut  dependent  upon 
holding  Federal  expenditures  in  fiscal  1964  at  the  1963  level. 

The  American  economy  needs  both  an  increase  in 
total  production  and  employment  and  a  shift  in  the  charac- 
ter of  production  and  employment  so  that  relatively  more 
will  be  devoted  to  private  consumption  and  investment  and 
less  to  government.   We  seek  from  the  net  tax  reduction  an 
increase  in  total  production,  consisting  to  a  large  extent 
of  production  for  investment  purposes.*  A  reduction  of  indi- 
vidual and  corporate  tax  rates  matched  by  Federal  expendi- 
ture cuts  or  increases  in  other  revenues,  desirable  though 
it  would  be  on  other  counts,  especially  in  the  long  run, 
may  not  sufficiently  increase  production  in  the  short  run. 
The  expansionary  effect  of  cutting  the  income  taxes  may  be 
offset  by  the  contractionary  effects  of  cutting  expenditures 
or  raising  other  revenues.   Therefore,  a  net  tax  cut  is 
needed  to  make  sure  of  a  prompt  increase  in  production.   At 
the  same  time  a  further  cut  in  taxes,  balanced  by  the  normal 
growth  of  revenues  and  no  increase  in  government  expenditures, 
is  highly  desirable.   It  would  permit  the  American  people  to 
make  better  use  of  their  current  production  and  incomes  and 
to  increase  their  future  production  and  incomes  more  rapidly.** 

For  these  reasons  we  recommend  both  a  net  tax  cut 
and  a  cut  balanced  by  restraint  of  Federal  expenditures  in 
fiscal  1964  to  the  level  of  fiscal  1963. 


♦See  Memorandum  by  Mr.  Robert  R.  Nathan,  page  52. 
**See  Memorandum  by  Mr.  Frederick  R.  Kappel ,  page  53, 
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The  first  part  should  be  enacted  early  in  1963  to 
go  into  effect  as  of  January  1,  1963.   This  part  of  the 
program  would  include: 

a)  Across  the  board  reduction  of  all  present 
individual  income  tax  rates  by  8  per  cent  of 
the  present  rates;!/ 

b)  Setting  the  maximum  individual  income  tax  rate, 
now  91  per  cent  at  70  per  cent; 

c)  Reducing  the  corporate  profits  tax  rate  by  5 
points,  from  52  per  cent  to  47  per  cent. 

The  individual  income  tax  reductions  proposed  would 
give  both  a  substantial  stimulus  to  consumption  and  valuable 
relief  from  the  incentive-depressing  and  distortion-creating 
effects  of  the  tax.   The  revenue  loss  from  the  8  per  cent 
reduction,  without  the  70  per  cent  ceiling,  would  be  about 
$4  billion.   Inclusion  of  the  70  per  cent  ceiling  would  in- 
crease the  revenue  loss  by  about  $75  million. 

The  corporate  tax  recommendation  would  finally 
undo  the  "temporary"  addition  of  five  points  to  the  corpo- 
rate profits  tax  that  was  made  during  the  Korean  War,  a 
"temporary"  addition  that  has  been  "temporarily"  extended 
year  by  year  since  the  Korean  War  ended.   The  immediate 
effect  of  this  cut  could  be  to  reduce  corporate  tax  liabili- 
ties by  about  $2.5  billion  a  year,  but  the  net  immediate  loss 
of  revenues  would  be  about  $2  billion,  because  of  individual 
income  taxes  on  increased  corporate  dividends. 

The  combined  immediate  revenue  loss  from  the  indi- 
vidual and  corporate  profits  tax  cuts  in  the  first  part  of 
the  program,  without  allowing  for  any  resulting  increase  of 
national  income,  would  be  about  $6  billion.* 

The  second  part  of  the  program  should  be  enacted 
as  soon  as  Congress  has  reasonable  grounds  for  confidence 
that  fiscal  1964  expenditures  will  not  exceed  those  of  fiscal 
1963.   Congress  does  not  now  have  procedures  for  making  a 
prompt  and  reliable  finding  on  this  point.   We  recommend,  on 
the  basis  of  earlier  studies  of  the  Federal  budgetary  process 


1/This  is  not  meant  to  preclude  some  rounding  of  the  re- 
sulting rates  for  the  sake  of  simplicity. 


*  See  Memorandum  by  Mr.  Robert  R.  Nathan,  page  44 
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by  this  Committee,  the  following  steps  to  be  taken  at  this 
time.l/  As  soon  as  the  President  has  submitted  the  Budget 
for  fiscal  1964,  in  January  1963,  the  leadership  of  the 
Congress  and  of  the  appropriations  and  revenue  committees 
should  decide  whether  fiscal  1964  expenditures  will  not 
exceed  fiscal  1963.   If  they  can  reach  such  a  determination 
promptly,  the  first  and  second  parts  of  the  tax  program 
should  be  enacted  simultaneously.   If  such  a  determination 
cannot  be  reasonably  made  promptly,  only  the  first  part  of 
the  program  should  be  enacted  early  in  1963.   Congress  should 
proceed  in  an  effort  to  restrain  expenditures  so  as  to  permit 
the  second  part  of  the  program  to  be  enacted  later.* 

We  recommend  as  the  second  part  of  the  program: 

a)  A  further  reduction  of  all  individual  income 
tax  rates  by  6  per  cent  of  present  rates. 

b)  A  ceiling  on  individual  income  tax  rates  at 
60  per  cent . 

c)  A  further  cut  of  the  corporate  profits  tax  rate 
by  5  points,  from  47  per  cent  to  42  per  cent. 


1/See  Control  of  Federal  Government  Expenditures,  January 
1955.   The  conclusion  of  this  study  most  relevant  to  our 
current  recommendation  was  recapitulated  in  a  January  1962 
statement  of  this  Committee  as  follows:   "When  it  reaches 
Congress,  the  budget  tends  to  be  considered  as  a  group  of 
separate  and  unrelated  parts.   This  creates  the  problem  of 
insuring  that  revenues  and  expenditures  are  set  with  a 
view  to  achieving  the  desired  relation  between  them 
(whether  the  relationship  we  propose  or  any  other) .   We 
have  previously  suggested  that  relations  between  expendi- 
tures and  revenues  and  the  effects  of  the  size  of  the 
budget  on  incentives  and  growth  be  considered  by  a  Joint 
Budget  Policy  Conference  that  would  include  several  members 
of  the  congressional  leadership  and  majority  and  minority 
representatives  from  the  appropriations  and  revenue  com- 
mittees.  This  group,  which  should  be  fairly  small,  would 
meet  periodically  during  the  course  of  the  session  to  con- 
sider revenue -expenditure  problems.   Its  major  function 
would  be  study  of  current  fiscal  policy  and  the  long-run 
effects  of  the  budget.   The  results  of  its  deliberations 
should  influence  both  the  expenditure  and  revenue  sides  of 
the  budget  but  would  not  constitute  direct  control." 


*  See  Memorandum  by  Mr.  Robert  R.  Nathan,  page  44 

*  See  Memorandum  by  Mr.  Allan  Sproul,  page  53. 
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The  immediate  revenue  loss  from  this  part  of  the 
program  would  be  about  $5  billion.  This  is  approximately 
the  growth  of  revenues  that  might  be  expected  at  high  em- 
ployment from  1963  to  1964.  Essentially  we  are  recommending 
that  this  year  the  "normal"  growth  of  revenues  under  high 
employment  be  applied  to  cutting  tax  rates  rather  than  to 
raising  expenditures. 
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III.  TAXES,  THE  BUDGET  AND  EXPENDITURES 


Tax  Reduction  and  Budget  Balance 


We  believe  that  the  tax  cut  we  propose  would  con- 
tribute substantially  to  higher  production  and  employment. 
The  additional  consumption  and  investment  expenditures  to 
which  it  would  give  rise  would  generate  more  incomes  and 
sales  in  consumption  and  investment  industries,  which  would 
increase  consumption  and  investment  further  and  so  on.   The 
precise  timing  and  magnitude  of  the  total  effect  cannot  be 
foretold ,  and  we  could  not  claim  that  size  of  the  reduction 
we  suggest  will  get  us  exactly  to  the  point  of  high  employ- 
ment without  inflation.   But  we  believe  that  it  would  get 
us  a  long  way,  without  serious  risk  of  inflation.   If  the 
effects  should  be  unexpectedly  large,  anti -inflationary 
measures  would  be  necessary,  initially  in  the  form  of  mone- 
tary restraint  and  possibly  thereafter  in  the  form  of  more 
restrictive  budgetary  policy. 

Present  tax  rates  and  expenditure  programs  would 
yield  a  surplus  of  about  $6  billion  in  fiscal  1963  if  we  had 
high  employment,  according  to  estimates  of  the  Bureau  of  the 
Budget. 1/  If  expenditures  rise  between  fiscal  1963  and  1964 


1/This  figure  is  an  estimate  of  the  surplus  in  the  national 
income  and  product  accounts.   In  a  statement  Fiscal  and 
Monetary  Policy  for  High  Employment,  issued  in  January 
1962,  this  Committee  explained  the  use  of  the  national 
income  and  product  accounts  as  follows: 

"Three  systems  of  measuring  Federal  receipts,  ex- 
penditures, and  the  surplus  or  deficit  are  now  available 
and  in  common  use.   The  oldest  and  best  known  is  the  ad- 
ministrative budget.   This  is  a  necessary  instrument  for 

(cont'd) 
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by  about  the  normal  growth  of  revenues,  the  high  employment 
surplus,  without  tax  reduction,  would  also  be  about  $6  billion 
in  1964.   If  expenditures  do  not  rise  between  fiscal  1963  and 
fiscal  1964,  the  surplus  at  high  employment  would  be  about 
$11  billion.   The  tax  reduction  we  propose  would  leave  the 
budget  "at  high  employment"  approximately  in  balance.   This 
would  conform  to  the  policy  repeatedly  stated  by  this 
Committee  in  the  past,  that  our  goal  should  be  at  least  a 


(footnote  continued) 


allocating  funds  to  agencies  and  controlling  in  detail  the 
internal  operations  of  the  government.   It  does  not,  how- 
ever, provide  a  useful  measure  of  the  economic  impact  of 
government  finance  because  it  excludes  the  large  and 
growing  transactions  of  the  Federal  trust  funds,  such  as 
the  Old  Age  and  Survivors  Insurance  Trust  Fund  and  the 
Highway  Trust  Fund.   This  defect  is  corrected  by  the  "cash" 
budget,  which  is  a  consolidated  statement  of  all  Federal 
transactions . 

"This  Committee  has  in  the  past  recommended  the 
use  of  the  cash  budget  as  a  guide  to  over-all  Federal 
budget  policy.   However  a  third  financial  statement, 
showing  Federal  receipts  and  expenditures  as  they  enter 
into  the  national  income  and  product  accounts,  has  two 
important  advantages  over  the  cash  budget.   First,  cor- 
porate taxes  are  measured  in  the  income  accounts  on  an 
accrual  basis,  as  they  are  by  corporations  in  computing 
their  own  net  incomes.   Second,  the  financial  transactions 
in  nongovernmental  securities  by  such  agencies  as  the 
Federal  National  Mortgage  Association  are  excluded  from 
the  income  accounts,  whereas  they  are  included  in  the  cash 
budget.   Such  transactions  do  not  directly  affect  private 
incomes  and  their  economic  effects  are  better  considered 
in  the  context  of  monetary  rather  than  of  fiscal  policy. 
Therefore,  we  recommend  use  of  the  national  income  account 
statement  in  establishing  a  guide  to  over-all  Federal 
budget  policy.   This  does  not  imply  or  necessitate  any 
change  in  existing  procedures  for  submitting  the  agency 
budgets  to  Congress  and  obtaining  congressional  action 
upon  them." 
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Chart  8 


FEDERAL  RECEIPTS  AND  EXPENDITURES 

On  National  Income  and  Product  Account 
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Fiscal  1963 

1    Receipts  » 

1      l-M-iil        ]L«».i 


Fiscal  1963  estimates  based  on  Nov.   19G2   Budget  Review 


J I L 


J I I L 


Source:    US    Department  of  Commerce 


balanced  budget,  with  surpluses  beyond  that  in  appropriate 
circumstances .  1/* 


1/In  a  number  of  statements,  beginning  in  1947,  this  Committee 
has  proposed  as  the  basic  principle  of  budget  policy  that 
tax  rates  should  be  high  enough  to  balance  the  budget,  or 
yield  a  surplus,  under  conditions  of  high  employment.   If 
this  were  done,  the  actual  deficit  or  surplus  at  any  par- 
ticular time  would  depend  upon  the  state  of  the  economy 
then  prevailing.   Whether  the  target  at  high  employment 
should  be  a  balanced  budget  or  a  surplus,  and,  if  a  sur- 
plus, of  what  size,  would  have  to  be  recommended  from  time 
to  time  in  the  light  of  basic  economic  conditions. 


♦See  Memorandum  by  Mr.  Frederick  R.  Kappel ,  page  53 
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The  actual  balance  of  the  budget  in  fiscal  1964 
would  depend  upon  the  state  of  the  economy.   It  is  unlikely 
that  there  will  be  high  enough  employment  on  the  average  in 
fiscal  1964,  even  with  the  tax  cut,  so  that  there  may  be  a 
deficit  in  fiscal  1964.   The  tax  cut  could  have  such  an 
effect  that  the  deficit  would  be  no  larger  than  it  would 
have  been  without  the  tax  cut.   However  the  results  we 
foresee  from  the  tax  cut  are:   Production,  employment  and 
income  would  be  higher  in  fiscal  1964.   There  would  proba- 
bly be  some  deficit  although  not  increased  by  as  much  as 
the  tax  cut.   The  chances  of  getting  up  to  high  levels  of 
economic  activity  soon  would  be  enhanced ,  and  at  these 
levels  the  budget  would  be  balanced. 

Is  it  wise  to  take  action  that  may  increase  a 
deficit?  This  question  has  both  short-run  and  long-run 
meanings  and  answers.   In  the  short  run  the  question  is 
whether  the  proposed  tax  reductions  are  inflationary.   To 
answer  this  question  it  is  not  sufficient  to  look  only  at 
the  fact  of  the  deficit.   We  must  look  also  at  the  state  of 
the  economy  and  at  the  way  in  which  the  deficit  is  financed. 
We  are  confident  that  the  net  tax  reduction  we  recommend 
carries  little  risk  of  inflation.   This  is  partly  because 
we  believe  that  the  monetary  and  debt  management  authorities 
will  be  alert  to  the  consequences  of  the  tax  reduction  as 
they  emerge  and  will  prevent  the  deficit  from  being  financed 
by  a  rate  of  monetary  expansion  that  would  be  inflationary. 

In  the  long  run  the  question  is  different.   Should 
we  be  satisfied  with  a  budget  that  just  balances  at  high 
employment?  In  our  opinion  the  answer  is  no.   The  most 
desirable  condition  is  one  in  which  we  have  both  high  em- 
ployment and  a  budget  surplus.   One  reason  for  seeking  a 
budget  surplus  at  high  employment  is  that  a  higher  rate  of 
private  investment  is  possible  with  a  budget  surplus  than 
without  it,  since  there  would  be  available  to  finance  pri- 
vate investment  not  only  private  savings  but  also  the  amount 
of  the  government  surplus . 

The  problem  is  how  to  get  to  the  condition  in 
which  we  have  both  high  employment  and  a  surplus.   We  cannot 
get  there  simply  by  setting  or  keeping  tax  rates  high.   The 
record  of  the  postwar  years  shows  that  with  high  tax  rates 
we  may  have  neither  the  high  employment  nor  the  surplus. 

Two  things  are  required  to  produce  high  employment 
and  a  budget  surplus.   One  is  a  tax  structure  calculated  to 
yield  enough  revenue  to  give  a  surplus  when  employment  is  high 
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The  other  is  an  economy  sufficiently  vigorous  to  reach  and 
maintain  high  employment  when  we  have  a  surplus.   Essentially 
we  want  an  economy  in  which  investment  is  sufficiently  high 
to  absorb  both  the  private  savings  and  the  government  sur- 
plus that  would  be  forthcoming  at  high  employment. 

The  vigor  of  the  economy  has  been  inadequate  and 
must  be  strengthened  if  we  are  to  have  high  employment  and 
a  surplus.   We  must  create  an  economic  climate  that  will 
nourish  dynamic  growth.   We  believe  that  the  reduction  of 
taxes  we  recommend  will  contribute  to  this  condition.   But 
much  of  the  solution  to  the  problem  lies  outside  the  field 
of  budget  policy.   It  lies  in  the  whole  complex  of  social 
and  economic  conditions,  including  notably  labor  policy, 
that  determine  the  profitability  of  private  investment.   We 
must  look  to  the  improvement  of  these  conditions  in  order 
to  reach  the  budgetary  goal  we  seek.   Until  a  more  favorable 
climate  for  investment  is  created  or  emerges  spontaneously, 
it  is  self-defeating  to  maintain  excessively  high  tax  rates 
that  stifle  investment  and  growth. 


Cutting  Taxes  by  Restraining  Expenditures 

We  believe  that  tax  reduction  beyond  the  net  cut 
of  about  $6  billion  recommended  as  the  first  part  of  our 
program  might  involve  the  risk  of  inflation,  unless  the  rate 
of  growth  of  Federal  expenditures  is  reduced.   At  the  same 
time,  it  is  desirable  both  for  the  rate  of  growth  of  ex- 
penditures to  be  restrained  and  for  the  rates  of  individual 
income  tax  and  corporate  tax  to  be  reduced  beyond  the  cuts 
contained  in  the  first  part  of  our  program.* 

With  the  normal  growth  of  our  national  economy  the 
yield  of  the  Federal  tax  system  could  be  xpected  to  increase 
by  about  $5  billion  a  year  on  the  average.   For  a  long  time 
it  has  been  hoped  that  this  enormous  growth  of  revenues 
would  permit  substantial  reduction  of  taxes.   The  growth  of 
revenues  has  in  fact  materialized,  but  the  reduction  of  taxes 
has  not.   The  hope  of  tax  reduction  has  been  continuously 
frustrated  by  increasing  expenditures. 

As  we  said  in  a  statement^/  issued  in  January  1962: 


1/ 

t!  Fiscal  and  Monetary  Policy  for  High  Employment,  January, 

1962. 


♦See  Memorandum  by  Mr.  Frederick  R.  Kappel ,  page  54. 
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"There  is  a  tendency  for  tax  rates  to  be 
regarded  as  given  and  for  expenditures  to  rise 
as  the  revenue  from  the  constant  tax  rates  grows. 
That  is,  there  is  a  bias  in  the  system  favoring 
higher  expenditures  rather  than  lower  taxes,  with- 
out consideration  of  the  relative  merits.   We  con- 
sider it  important,  in  the  program  we  recommend, 
to  emphasize  that  in  the  absence  of  compelling 
reason  for  particular  expenditure  increases,  tax 
reduction  is  more  appropriate  than  expenditure 
increase  in  keeping  a  stable  relation  between 
revenues  and  expenditures. 

"in  general,  we  believe  that  Federal  expendi- 
tures should  be  made  only  when  they  clearly  are 
more  valuable  than  equal  expenditures  that  could 
be  made  by  individuals  and  business  if  equivalent 
income  were  left  in  their  hands  rather  than 
removed  by  taxation,  or  by  State  and  local 
governments . 

"We  have  repeatedly  pointed  out  that  the 
present  burden  of  taxation  is  huge,  that  it 
curtails  individuals'  ability  to  spend  for  their 
own  purposes  as  consumers  and  to  make  investments 
that  would  increase  the  economy's  productive 
ability,  that  it  diminishes  incentives  to  work, 
invest,  and  incur  risk,  and  that  it  retards 
economic  growth. 

"There  is  always  strong  pressure  for  in- 
creasing expenditures,  and  this  is  particularly 
so  when  the  budget  position  seems  to  permit  it 
without  higher  taxes.   We  wish  to  stress  in  this 
statement  that  tax  reduction  is  a  very  strong 
claimant  for  first  consideration." 

The  American  people  are  confronted  with  a  straight- 
forward choice.   The  normal  growth  of  the  labor  force  and 
productivity  should  raise  Federal  revenues  by  about  $5  billion 
between  fiscal  1963  and  fiscal  1964.   If  Federal  expenditures 
do  not  rise  there  would  be  room  for  cuts  in  tax  rates.   Now 
it  will  be  said,  probably  correctly,  that  with  a  growing 
population  and  growing  national  income  it  is  natural  for 
Federal  expenditures  to  rise.   In  this  connection,  we  stress 
two  points.   First,  we  should  realize  that  Federal  expendi- 
tures have  been  rising  too  rapidly.   From  fiscal  1960  to 
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fiscal  1963  they  have  increased  by  7  per  cent  per  annum  — 
a  rate  that  would  double  Federal  expenditures  in  10  years. 
Non -defense  expenditures  increased  even  more  rapidly  than 
defense  expenditures  in  this  period.   If  expenditures  do 
not  rise  from  fiscal  1963  to  fiscal  1964  the  rise  between 
1960  and  1964  will  still  amount  to  5  per  cent  per  annum  — 
enough  to  double  Federal  expenditures  in  14  years.   There 
is  no  reason  to  think  that  this  rate  of  increase  in  total 
expenditures  is  insufficient  for  the  needs  of  a  growing 
economy,  even  though  particular  items  may  need  to  rise 
further.   Certainly  there  are  other  particular  items  which 
could  wisely  be  reduced. 

Second,  a  large  part  of  government  functions 
associated  with  population  growth  lies  within  the  purview 
of  State  and  local  governments.   Outlays  of  these  units 
have  also  been  rising  rapidly  —  by  almost  25  per  cent  in 
the  last  3  years. 

We  believe  that  the  American  people  would  rather 
have,  and  would  be  better  off  with,  a  reduction  of  Federal 
taxes  than  with  an  increase  of  Federal  expenditures  in  the 
next  year.   It  would,  in  our  opinion,  be  a  confession  of 
failure  to  say  that  a  budget  which  has  risen  over  $21  billion 
in  the  past  3  years,  and  which  has  now  reached  a  total  of 
$113  billion  (on  national  income  accounts  basis),  cannot 
be  kept  from  rising  for  a  single  year.   To  do  this  will 
require  a  sober  review  of  priorities.   Many  items  in  the 
present  budget  have  low  priority  in  relation  to  other  govern- 
ment expenditures  which  could  be  expected  to  produce  much 
larger  benefits  for  the  country  as  a  whole.   If  the  priority 
of  tax  reduction  is  accepted,  total  expenditures  should  be 
held  down  by  reducing  or  eliminating  the  low  priority 
expenditures.* 


♦See  Memorandum  by  Mr.  Robert  R.  Nathan,  page  45, 
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IV.   FUTURE  REFORM  OF  THE  FEDERAL 
REVENUE  SYSTEM 


The  tax  program  we  recommend  here  would  give  not 
only  a  substantial  reduction  of  Federal  taxes  but  also  a 
substantial  reform  of  the  Federal  tax  system.   It  would 
include  reduction  of  those  rates  that,  from  the  standpoints 
of  equity,  efficiency  and  growth,  most  need  to  be  reduced. 

But  even  this  step,  valuable  though  it  would  be, 
is  only  a  step  on  the  road  to  badly  needed,  and  long 
deferred,  tax  reform.   The  clearest  and  greatest  need  will 
remain  for  further  reduction  of  rates  of  individual  and 
corporate  income  taxes.   It  is  to  be  hoped  that  control  of 
expenditures  combined  with  rapid  economic  growth  will 
permit  some  reduction  of  these  rates  without  compensating 
increases  in  other  parts  of  the  revenue  system.   But  the 
relief  likely  to  be  soon  obtainable  by  this  route  is 
neither  certain  nor  large  enough. 

The  Federal  government  needs  to  raise  more  of 
its  revenue  from  taxes  on  the  use  of  income  for  consumption 
and  less  from  taxes  on  the  earning  of  income  by  work  and 
investment.   We  believe  that  this  is  an  elementary  pro- 
position for  a  nation  that  wants  to  produce  more  and  have 
more  production  to  consume.   Therefore  the  Federal  govern- 
ment should  have  in  its  revenue  system  a  general  excise 
tax  on  a  very  broad  base  at  a  moderate  rate.   In  the  pro- 
cess of  instituting  such  a  tax  a  large  part  of  the  present 
discriminatory  Federal  excise  tax  structure,  which  still 
includes  many  wartime  excises,  should  be  dismantled.   The 
substitution  of  the  broadbased  tax  for  some  of  the  present 
income  taxes  need  not  seriously  increase  the  burden  of 
taxes  for  anyone,  and  by  stimulating  economic  growth  would 
soon  raise  the  real  incomes  of  everyone.  * 


*  See  Memoranda  by  Messrs.  Kappel  and  Nathan,   page  46 
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Chart  9 


GENERAL  FEDERAL  INCOME  TAX  RATE  FOR 
CORPORATIONS 


Note:  These  are  the  standard  rates  on  corporate  taxable  income  over  $25,000;  no 
account  is  taken  of  the  excess  profit  tax  when  it  was  in  effect,  nor  of  the 
reduced  rates  on  small  corporations.  When  a  graduated  tax  wa»  in  effect,  the 
rate  shown  is  the  top  bracket. 


Source  :     US   Treasury  Department 


^/Assumes  dividend  distribution  amounting  to  90  per  cent  of  after  tax 
profits.  In  1936-7.  the  law  included  a  tax  on  undistributed  profits. 
In    1938-39,   the  law   permitted   a  deduction   for   dividends   paid. 


This  broad  based  tax  would  be  the  one  important 
Federal  tax  available  for  general  purposes  of  government 
that  everyone  would  pay.   We  think  it  is  fair  and  reason- 
able, and  would  be  so  recognized,  that  there  should  be 
such  a  tax.   This  is  especially  true  when  the  Federal  gov- 
ernment is  required  to  make  such  large  expenditures  for  the 
defense  of  everyone  in  the  country.   A  tax  that  everyone 
pays,  even  though  its  weight  on  anyone  is  small,  would  be 
a  constant  reminder  of  the  common  peril  we  all  face  and 
the  common  obligation  it  imposes  on  us. 

A  major  advantage  of  a  general  excise  tax  is 
that  it  would  tend  to  improve  the  ability  of  the  United 
States  to  compete  with  others  in  world  markets.   France, 
Germany  and  several  other  countries  already  have  such  a 
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tax  and  it  is  likely  to  be  adopted  by  still  others  under 
the  policy  of  harmonizing  taxation  within  the  Common 
Market.   The  tax  is  not  collected,  or  is  rebated,  on 
exports,  so  that  countries  having  the  tax  are  able  to  sell 
abroad  at  prices  below  the  prices  charged  their  domestic 
consumers.   At  the  same  time  a  compensating  tax  is  levied 
on  imports.   Thus  a  country  like  the  U.S.  which  does  not 
have  such  a  tax  receives  imports  from  a  country  that  does 
at  prices  below  the  domestic  price  level  of  the  exporting 
country.  At  the  same  time  the  prices  at  which  we  must 
try  to  sell  abroad  are  increased  by  the  compensating  tax 
on  imports.   It  will  become  increasingly  important  for  the 
United  States  to  equalize  this  situation  as  tariffs  between 
us  and  the  Common  Market  are  reduced. 


Chart  10 


INCOME  TAX  REVENUE  AS  A  PER  CENT  OF  ALL 
TAX  REVENUES,  1960 


All  Levels  of  General  Government 

|  Individual  taxes             ^\\i  Corpurate  taxes 
(including   employment  taxes) 
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*  Breakdown   between   individual   and   corporate  taxes   not   available 

Source:     Based  on  data  from  United  Nations  Yearbook  of  National  Account*  Statistics.  19H1 
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All  of  us  have  been  fascinated  at  the  relatively 
high  rate  of  progress  achieved  in  Europe.   European  tax 
structures  recognize  the  need  for  indirect  taxation.   Our 
country  has  by  far  the  highest  rate  of  direct  taxation  of 
all  free  economies.  * 

We  do  not  recommend  action  on  indirect  taxes 
immediately,  although  we  regard  action  soon  as  important. 
We  would  be  concerned  that  its  inclusion  on  the  immediate 
agenda  would  tend  to  delay  the  more  urgent  steps  we  have 
proposed  above. 

In  addition  to  the  question  about  the  role  of 
indirect  taxes,  issues  remain  as  to  a  long  list  of  specific 
aspects  of  the  tax  system  that  are  frequently  criticized 
as  inequitable  or  obstructive  of  economic  growth.   Most 
of  these  specific  issues  are  the  perennial  subjects  of 
study  and  Congressional  hearings.   They  remain  on  the  list 
of  issues  because  despite  all  the  study  and  hearings  it 
has  not  been  possible  to  reach  a  consensus  on  what  to  do 
about  them.   This  does  not  mean  that  we  should  cease 
paying  attention  to  these  thorny  questions.   It  does  mean 
that  we  should  decide  what  is  important,  urgent  and  do- 
able in  1963,  and  not  make  achievement   of  that  wait  upon 
reaching  agreement  on  secondary  matters  that  have  resisted 
agreement  for  decades.   What  is  urgent  in  1963  is  to  raise 
employment,  production,  investment  and  the  rate  of  economic 
growth  in  the  United  States.   A  program  of  a  few,  major 
tax  rate  changes  that  will  contribute  to  this  end  is,  we 
believe,  feasible.   We  urge  that  efforts  be  focussed  upon 
this  primary  objective. 


******* 


♦See  Memorandum  by  Mr.  Frederick  Roe,  page  54 


41 


Memoranda  of  Comment,  Reservation  or  Dissent 

Page  7    -   By  Allan  Sproul,  in  which  Frederick  Roe  has  asked  to  be 
associated; 

"These  perennial  and  controversial  problems  of  the 
tax  structure  are  what  many  people  consider  to  be 
the  principal  problems  of  tax  reform.   They  make  the 
argument  that  for  political  reasons,  if  for  no  other, 
the  Congress  will  only  adopt  the  reforms  they  desire 
in  combination  with  a  general  tax  cut,  and  that  if 
the  present  opportunity  for  such  a  'package  deal'  is 
lost  necessary  reforms  in  the  tax  structure  will  not 
be  made.  This  approach  ignores  the  fact  that  many 
present  inequities  and  'loopholes'  in  our  tax  laws 
are  the  results  of  attempts  to  provide  special  relief 
from  high  corporate  and  individual  income  taxes.   In 
this  sense,  as  well  as  in  the  sense  of  creating  better 
conditions  for  vigorous  recoveries  from  cyclical  down- 
turns and  promoting  an  increased  rate  of  long-term 
economic  growth,  the  tax  reductions  here  recommended 
are  of  the  essence  of  tax  reform." 


Page  8   -    By  Allan  Sproul,  in  which  C.  Wrede  Petersmeyer  has 
asked  to  be  associated: 

"The  existence  of  a  'squeeze'  on  profits  is  challenged 
by  the  use  of  rising  aggregate  figures  of  gross 
profits  of  all  corporations,  and  by  pointing  out  that 
present  net  profits  contain  less  of  an  element  of 
capital  consumption,  due  to  inadequate  depreciation 
allowances,  than  in  the  inflationary  postwar  years. 
It  should  be  emphasized  that  a  'squeeze'  on  profits 
is  a  denial  of  the  incentives  and  rewards  necessary 
to  bring  about  the  capital  investment  required  to 
support  a  high  rate  of  economic  growth." 


Page  8    ~    By  Robert  R.  Nathan: 


"Had  there  been  greater  aggregate  demand  and  higher 
rates  of  capacity  utilization  in  the  past  few  years, 
the  level  and  rates  of  profits  would  have  been  much 
higher." 
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MEMORANDA  OF  COMMENT,  RESERVATION  OR  DISSENT  (contd.) 


Page  9   -    By  Thomas  B.  McCabe ,  in  which  Walter  Williams  has 
asked  to  be  associated  with  first  point; 

"in  general,  I  support  this  policy  statement  but  with 
the  following  reservations: 

(1)  I  do  not  approve  of  a  two-part  program.   I 
think  that  the  total  tax  reduction  should  be 
enacted  in  one  step  and  at  a  time  when  Congress 
can  be  assured  that  governmental  expenditures 
for  fiscal  1964  will  not  exceed  those  for 
fiscal  1963.   A  substantial  tax  reduction, 
coupled  with  a  continuance  of  the  upward 
spiral  of  expenditures,  in  my  judgment  would 
undermine  confidence  in  the  dollar  both  at 
home  and  abroad  and  would  intensify  the 
moderate  inflationary  forces  which  are  still 
with  us. 

(2)  I  should  like  to  see  most  of  the  tax  reforms 
recommended  by  the  CED  over  the  past  few 
years,  with  the  exception  of  extensions  of 
excise  taxes,  included  in  the  tax  reduction 
program. 

(3)  In  the  one-part  program  I  would  recommend 
that  equal  total  dollar  reductions  be  made 
in  corporate  and  individual  income  taxes. 
After  reading  the  arguments  advanced  in  this 
statement  under  the  headings  of  'The  Import- 
ance of  Investment,'  'Why  Investment  Has  Been 
Low,'  'The  Effects  of  the  Corporate  Tax,' 
and  a  study  of  Chart  No.  7,  I  am  convinced 

a  much  stronger  case  has  been  made  for  re- 
duction in  corporate  taxes  than  for  individual 
income  taxes.   In  just  four  years  net  financ- 
ial equity  of  individuals  has  climbed  40%, 
and  purchasing  power  has  risen  steadily  to 
the  point  where  the  average  income  per  house- 
hold is  almost  $8,000  annually  and  at  the 
same  time  the  squeeze  on  corporate  profits 
has  increased.   These  facts  indicate  that 
corporate  tax  relief  should  at  least  have 
equality,  if  not  precedence,  over  reductions 
in  individual  income  taxes. 
In  reading  the  statement  one  is  amazed  that  so  much 
more  emphasis  is  placed  on  the  expansion  of  production 
and  investment  than  on  research,  development,  and 
merchandising.   How  can  production  and  investment  be 

(contd.) 


43 


MEMORANDA  OF  COMMENT,  RESERVATION  OR  DISSENT  (contd.) 


stimulated  without  developing  and  promoting  new 
products  and  -better  values  in  existing  ones.   I  am 
convinced  that  many  companies  would  use  the  savings 
resulting  from  lower  taxes  to  increase  their  research, 
development,  promotional,  and  merchandising  activities. 
I  believe  that  the  corporate  profit  squeeze  is  a 
serious  deterrent  to  these  activities. 

The  problem  before  us  is  not  a  lack  of 
consumer  financial  strength,  credit  potential  or 
purchasing  power  but  how  to  put  these  forces  to 
work  by  raising  the  level  of  consumer  purchases. 
New  and  better  products  effectively  merchandised 
will  stimulate  demand,  increase  production  and 
encourage  investment  to  the  extent  that  is  necessary 
to  attain  a  high  level  of  prosperity  and  employment." 


lge  9    -   ♦By  Robert  R.  Nathan: 
id  29 

"Two  entirely  different  fiscal  policy  proposals  are 
recommended  and  they  should  be  more  clearly  delineated, 
The  first  part  of  the  recommended  program  is  truly  a 
tax  reduction  designed  to  reduce  Federal  revenues, 
to  increase  the  deficit  or  reduce  the  surplus  at  any 
given  level  of  gross  national  product,  and  to  increase 
aggregate  demand.   It  raises  the  level  at  which  the 
tax  system  puts  the  breaks  on  expanding  production 
and  income.   The  second  part  of  the  program  is 
designed  to  offer  a  cut  in  taxes  in  exchange  for  an 
increase  in  Federal  expenditures  and  is  by  no  means 
a  fiscal  policy  designed  directly  to  increase  agg- 
regate demand.   In  principle  I  favor  the  former  and 
dissent  from  the  latter  for  reasons  given  in  my  note 
to  Item  10." 


ige  9   -  ♦♦♦By  Robert  R.  Nathan: 
id  28 


"i  know  of  no  public  finance  economist  who  believes 
that  a  $6  billion  tax  reduction  is  adequate  to 
achieve  and  maintain  full  employment  and  vigorous 
growth.   I  favor  tax  rate  reductions  which  would 
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reduce  Federal  revenues  by  $8  to  $10  billion.   Even 
this  sized  cut  may  prove  insufficient,  but  it  would 
provide  greater  assurance  of  achieving  full  employ- 
ment and  more  vigorous  growth  than  the  proposed  $6 
billion  tax  cut  and  the  dangers  of  inflation  would 
still  be  small.   If  inflationary  pressures  did 
emerge  they  could  be  countered  by  appropriate 
monetary  policies.   Lowering  the  top  income  tax  rate 
to  70  per  cent  is  certainly  justified  on  economic 
grounds  and,  provided  many  loopholes  are  closed,  on 
other  grounds.   The  stimulation  of  consumption  would 
be  greater  if  instead  of  a  flat  percentage  decrease, 
there  were  a  larger  percentage  reduction  in  the 
rates  at  the  lower  range  than  in  the  middle  and 
higher  brackets  below  70  per  cent.   The  proposed  8 
per  cent  reduction  would  cut  the  first  bracket  rate 
to  only  18.4  per  cent.   This  is  far  too  small  a 
reduction.   I  favor  a  first  bracket  rate  of  15%." 


Page  10  -    By  Robert  R.  Nathan: 
and  37 


"Governmental  expenditures  ought  to  be  judged  on  the 
basis  of  public  needs,  efficiency  and  benefits 
relative  to  the  nation's  huge  requirements.   No  one 
can  deny  that  there  are  huge  unsatisfied  requirements 
for  urban  redevelopment,  mass  transportation, 
educational  facilities,  water  resources,  health  and 
recreational  facilities  and  the  like.   It  is  by  no 
means  demonstrated  that  the  American  people  would 
prefer  and  benefit  from  a  shift  from  Federal  expend- 
itures to  private  expenditures  or  that  this  would 
permit  a  better  use  of  our  current  production  and 
incomes.   There  are  many  categories  of  Federal 
expenditures  which  could  and  ought  to  be  reduced  but 
there  are  others  which  ought  to  be  increased  sub- 
stantially. Freezing  the  level  of  Federal  expenditure 
will  not  insure  the  optimum  distribution  of  such 
expenditures  for  different  purposes.   The  domestic 
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and  international  interests  in  the  United  States  in 
these  critical  days  would  not  be  best  served  by  an 
arbitrary  freeze  of  Federal  expenditures  as  a  price 
to  be  paid  for  a  further  cut  in  taxes.   There  is  no 
more,  if  as  much,  logic  and  justification  in  con- 
cluding that  rising  Federal  expenditures  are 
undesirable  than  in  concluding  that  the  wants  of 
consumers  in  our  affluent  society  are  satiated.   We 
want  neither  'public  affluence  and  private  poverty' 
nor  'private  affluence  and  public  poverty.'" 


ige  11    -    *By  Frederick  R.  Kappel ,  in  which  Alexander  L.  Stott 
id  38  has  asked  to  be  associated: 

"in  establishing  any  broad-based  tax,  a  necessary 
first  step  should  be  the  elimination  of  the  dis- 
criminatory excise  taxes  which  had  their  origin  in 
wartime  needs.   These  taxes  developed  for  wartime 
conditions  were  designed  to  curtail  demand  for 
essential  services  and  to  help  finance  the  war. 

The  continuance  of  such  inequitable  taxes  long 
after  the  end  of  the  war  has  no  justification. 
These  taxes  distort  the  pattern  of  demand  and  make 
for  an  inefficient  allocation  of  resources.   Their 
elimination  would  help  to  accelerate  economic 
growth." 


>age  11  -    By  Robert  R.  Nathan: 
ind  38 


"There  is  no  evidence  either  in  this  paragraph  or  on 
pages  38-41  where  this  matter  is  discussed  that 
heavier  emphasis  on  indirect  taxes  will  promote  the 
long-run  growth  of  the  economy.   Indeed  this 
Committee  has  recommended  exclusive  reliance  by  the 
Federal  government  on  income  taxes.   In  1944,  for 
example,  the  Committee  stated  that  it  'favors  the 
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elimination  of  sales  and  excise  taxes  —  to  the 
degree  that  total  revenue  needs  will  permit  — 
because  the  economic  effect  of  such  taxes  is 
often  the  same  as  the  lifting  of  prices;  because 
necessarily  they  are  inequitably  distributed  among 
income  groups;  and  because  they  hide  the  tax  burden. 
(A  Postwar  Federal  Tax  Plan  for  High  Employment, 
Research  and  Policy  Committee  of  the  Committee 
for  Economic  Development,  1944,  p.  33.)   To  all  of 
these  reasons,  which  are  still  valid,  another  might 
be  added,  namely  that  the  adoption  of  a  sales  tax 
by  the  Federal  government  would  interfere  with  an 
important  revenue  source  hitherto  reserved  to  the 
States  and  local  governments.   These  units  of 
government  rely  primarily  on  indirect  taxes.   In 
making  this  important  change  in  policy  the 
Committee  owes  it  to  the  public  to  explain  its 
reasons  for  the  change." 


Page  11  -  ♦♦By  Frederick  R.  Kappel ,  in  which  Alexander  L.  Stott 
has  asked  to  be  associated: 

"For  a  concise  and  effective  statement  of  our 
position,  Section  II  and  III  (pp.  27-37)  should 
be  read  immediately  following  this  Summary.   Other 
sections  amplify  the  reasoning  that  underlies  this 
position. " 


Page  11  -   By  Gaylord  A.  Freeman,  Jr.: 

"i  cannot  join  in  the  recommendations  for  a  massive 
tax  cut  unless  accompanied  by  an  offsetting  increase 
in  revenues  or  reduction  in  expenditures.   While 
the  objectives  which  the  Committee's  proposal  is 
designed  to  obtain,  namely,  economic  growth  and  reduced 
unemployment,  are  highly  desirable,  the  necessity  to 
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maintain  world  confidence  in  the  dollar  is  imperative, 
more  important,  in  my  view,  than  even  an  increase  in 
the  rate  of  economic  growth. 

If  one  assumes  that  the  Federal  budget  at 
fiscal  1964  will  result  in  a  deficit  in  the  Admin- 
istrative budget  of  about  the  present  magnitude,  $8 
billion,  in  the  absence  of  a  tax  cut,  the  loss  of  the 
'first  step'  cut  of  about  $6  billion  would  ('without 
allowance  for  the  additional  revenue  that  would  be 
collected  on  the  resulting  increase  of  national 
income')  result  in  a  total  Administrative  budget 
deficit  of  $14  billion.   If  we  make  the  highly 
optimistic  assumption  that  in  the  first  year,  as 
much  as  one-half  of  the  cut  would  be  recovered 
(through  the  tax  on  increased  national  income) .  that 
would  mean  perhaps  an  $11  billion  Administrative  budget 
deficit  in  1964.   Such  deficits  may  well  persist  in 
subsequent  vears. 

Foreign  governments  and  central  banks  now  have 
$24.2  billion  of  short-term  claims  against  us,  for 
which  we  promise  to  pay  gold  if  the  creditors  ask  for 
it.   But  we  have  only  $15.9  billion  of  gold.   If  we 
adjust  for  the  fluctuations  caused  by  Canada's 
recent  payments  difficulties  and  for  the  non-recurring 
repayments  of  foreign  aid  loans,  our  balance  of  pay- 
ments deficit  this  year  will  be  about  $2.5  billion  - 
no  gain  over  last  year  despite  considerable  effort. 
There  is  little  reason  to  expect  significant  improve- 
ment immediately  ahead.   Under  such  circumstances,  a 
wise  debtor  would  pursue  a  course  calculated  to  enhance 
the  creditor's  confidence.   He  would  make  every  effort 
to  operate  at  a  surplus  and  reduce  his  indebtedness. 
But  we  propose  to  do  just  the  contrary,  to  operate  at 
a  deeper  deficit  and  to  increase  our  indebtedness. 

If  our  foreign  creditors  think  they  see  the 
recurrence  of  inflationary  pressures  here,  they  may 
prefer  to  repatriate  their  funds.   We  are  tempted  to 
ignore  this  risk  on  the  basis  that  even  a  massive 
deficit  will  not  cause  price  increases  when  there  is 
high  unemployment  and  excess  capacity.   But  as  recently 
as  1954  to  1958  with  unemployment  averaging  over  5  per 
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cent  for  the  period,  and  with  extensive  idle  plant 
capacity,  the  wholesale  price  index  rose  8.1  per 
cent  and  the  consumer  price  index  7.6  per  cent  - 
and  this  in  a  period  when  the  annual  deficit  for 
the  5  years  averaged  only  a  little  over  $1  billion. 

Continued  budget  deficits  of  the  order  of 
$10  billion  or  more  (particularly  if  accompanied  by 
an  easy-money  policy)  may  well  cause  our  foreign 
creditors  to  prefer  gold  to  dollars.   Once  they  make 
that  choice,  their  knowledge  that  we  do  not  have  enough 
gold  for  all  may  aggrevate  their  withdrawal .   We  may 
find  our  country  faced  with  the  unhappy  choice  of 
refusal  to  pay  in  gold  or  devaluation.   This  we  should 
not  risk. 

It  is  because  of  the  imperative  necessity  for 
maintaining  world  confidence  in  the  dollar,  more  im- 
portant in  my  view  than  even  an  increase  in  the  rate 
of  economic  growth,  that  I  cannot  join  in  the  recom- 
mendations for  a  massive  tax  cut  without  some  offset  - 
either  a  comparable  reduction  in  expenditures,  which 
is  desirable,  but  perhaps  politically  unrealistic,  or 
an  equivalent  increase  in  other  taxes  which  is 
difficult  but  in  my  judgment  attainable. 


Page  13  -    By  Allan  Sproul,  in  which  Frederick  Roe  has  asked  to  be 
associated; 

"The  frequent  references  to  inflationary  dangers, 
here  and  in  other  parts  of  this  Statement,  should 
not  be  taken  to  mean  that  we  are  unaware  of  the 
possibilities  and  dangers  of  deflation.   An  expan- 
sionary policy  in  the  present  state  of  the  economy 
should  ward  off  whatever  deflationary  dangers  may 
exist,  without  unnecessarily  courting  inflationary 
excesses . " 
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Page  15  -    By  Frederick  R.  Kappel,  in  which  Mr.  Alexander  L. 
Stott  has  asked  to  be  associated: 

While  it  is  true  that  production  and  employment  are 
too  low  because  total  demand  is  too  low,  it  does  not 
follow  that  each  segment  of  total  demand  is  too  low. 
Specifically,  it  cannot  be  argued  that  the  Federal 
government  expenditures  which  have  risen  by  $21 
billion  in  the  past  three  years  are  too  low.   The 
primary  need  in  the  present  economic  climate  is  to 
encourage  investment  demand." 


Page  20   -     By  Robert  R.  Nathan: 


"Two  important  influences  are  neglected  in  this 
analysis.   Though  they  are  discussed  later  in  the 
memorandum  -  -  inadequately  -  -  they  should  be 
noted  in  this  section.  One  is  the  influence  of 
excess  capacity  which  developed  so  rapidly  and 
substantially  during  the  1954-1956  recovery,  following 
the  investment  incentives  introduced  in  1954. 
Substantial  idle  capacity  is  certainly  an  important 
deterrent  to  new  investment.   Recurring  periods 
of  unsustainable  rates  of  increase  in  investment  in 
inventories  and  in  plant  and  equipment  followed  by 
sharp  declines  in  these  categories  of  expenditures 
should  not  be  tossed  off  so  lightly.  Also,  agg- 
regate demand  is  a  major  influence  on  the  level  of 
investment.   For  the  past  few  years  we  pursued 
restrictive  monetary  and  fiscal  policies,  thus 
restraining  aggregate  demand  in  the  face  of  idle 
capacity.   Unless  the  prospects  are  favorable  for 
disposing  of  the  products  made  possible  by  the  new 
capacity,  businessmen  will  be  less  inclined  to 
invest.      Market  and  profit  prospects  depend 
importantly  on  consumer  demand  and  government 
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demand  as  well  as  investment  demand.   Unless  tnere 
is  an  adequate  aggregate  demand  the  prospects  of 
profits  even  before  taxes  provide  an  unfavorable 
investment  climate.  Higher  rates  of  capacity 
utilization  bring  much  higher  profits.   Both 
aggregate  demand  and  tax  rates  influence  investment 
but  the  tenor  of  the  analysis  tends  unduly  to 
understate  the  effects  of  aggregate  demand  and  over- 
state the  effects  of  tax  rates." 


Page  24  -  *By  Allan  Sproul,  in  which  Frederick  R.  Kappel  and 
Alexander  L»  Stott  have  asked  to  be  associated; 

"The  argument  that  projects  are  not  undertaken  which 
would  yield  a  substantial  return  to  the  whole  society 
is  used  by  some  to  justify  the  proposal  that  govern- 
ment investment  should  be  increased  relative  to 
private  investment ,  and  that  government  planning 
should  determine  our  economic  priorities,  instead  of 
the  market  place.  The  difficulties  of  societies  with 
more  rigid  priorities  than  ours,  and  a  more  vigorous 
denial  of  consumer  choice,  do  not  recommend  taking 
this  road.   It  would  be  better,  as  is  proposed  in 
this  Statement,  to  remove  an  obstacle  to  improved 
performance  by  our  society  which  the  government 
itself  has  created." 


b.M  oa        -   ** 


Page  24   -   **By  Philip  Sporn: 


"Much  of  the  capital  seeking  investment  opportunities 
has  in  recent  years  found  these  opportunities  abroad. 
Increasing  such  opportunities  in  the  United  States 
would  not  only  have  a  major  influence  on  stimulating 
production  and  growth  in  the  United  States  but  would 
have  a  double  effect  on  improving  our  unfavorable 
balance  of  payments  situation.  This  would  come 
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about,  first,  from  enlarging  the  share  of  capital 
finding  productive  outlets  in  the  United  States 
rather  than  abroad  and,  second,  from  the  improved 
technology  and  production  efficiency  that  this  would 
bring  about  and  the  consequent  improvement  in  the 
competitive  position  of  American  industry." 


Page  27  -   *By  Robert  R.  Nathan: 


"Past  history  offers  little  confidence  that  sus- 
tained high  levels  of  employment  and  continued 
vigorous  growth  would  be  enhanced  through  a  shift 
in  the  proportion  of  total  production  from  Govern- 
ment to  private  consumption  and  investment  and  in 
the  proposed  relative  shift  from  private  consumption 
to  private  investment.   Many  governmental  expendi- 
tures for  such  purposes  as  education,  health,  high- 
ways, harbors,  research  and  development  and  the  like 
serve  to  increase  our  productive  capacity  as  to 
investments  in  plant  and  equipment.   Also  while  we 
should  provide  adequate  incentives  for  private 
investment,  we  must  be  alert  to  the  possibilities 
of  developing  excess  capacity  relative  to  aggregate 
demand  with  the  resulting  declines  in  investment. 
A  somewhat  higher  ratio  of  investment  to  gross 
national  product  on  a  sustainable  basis  would  ap- 
pear to  be  desirable,  but  tax  changes  designed  to 
increase  the  ratio  of  savings  to  consumption  ex- 
penditures and  the  ratio  of  investment  outlays  to 
the  combination  of  consumption  and  government  out- 
lays may  well  require  even  greater  reliance  on 
Federal  deficits  and  a  more  rapidly  rising  Federal 
debt  than  would  otherwise  be  likely.   If  those  who 
strongly  urge  that  tax  changes  follow  the  incentive 
route  rather  than  the  consumption  expansion  route 
are  simultaneously  willing  to  face  up  to  larger 
Federal  deficits  in  case  the  investment  response  is 
not  adequate,  then  we  might  try  the  former  route. 
It  is  neither  realistic  nor  responsible  to  urge  the 
incentive  route  and  at  the  same  time  deride  deficit 
financing  which  may  well  be  needed  on  an  even  larger 
scale  because  of  such  tax  policies." 
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Page  27  -  **By  Frederick  R.  Kappel ,  in  which  Alexander  L.  Stott 

and  C.  Wrede  Petersmeyer  have  asked  to  be  associated; 

"The  effectiveness  of  a  program  of  tax  reduction  in 
stimulating  investment  and  growth  would  be  greatly 
increased  if  restraint  is  exercised  in  wage  settle- 
ments and  if  greater  discipline  is  shown  in  Federal 
spending. 

Such  restraint  would  give  as  great  an  impetus 
to  business  confidence  as  the  possible  contribution 
of  a  tax  cut." 


Page  29  -    By  Allan  Sproul: 

"The  procedures  for  determining  whether  the  second 
part  of  the  program  can  be  combined  with  the  first 
part,  are  so  unlikely  of  prompt  attainment  as  to  make 
this  suggestion  a  dangerous  invitation  to  delay  in 
doing  what  needs  to  be  done  as  rapidly  as  possible 
when  the  Congress  reconvenes;  namely,  the  passing  of 
a  tax  bill  which  reduces  individual  and  corporate 
income  taxes  as  of  January  1,  1963.   So  long  as  we 
are  merely  relying  on  promises  of  tax  reductions  of 
some  kind,  at  some  time,  even  though  they  be  made 
retroactive,  we  are  perpetuating  an  undesirable, 
speculative  element  in  our  economy  and  delaying  the 
onset  of  more  vigorous  growth." 


Page  33  -    By  Frederick  R.  Kappel,  in  which  Alexander  L.  Stott 
has  asked  to  be  associated: 

"To  argue  that  the  budget  merely  should  be  balanced 
at  full  employment  would  imply  that  continuous  defi- 
cits are  in  prospect  over  a  full  business  cycle." 
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Page  35  -    By  Frederick  R.  Kappel ,  in  which  Alexander  L.  Stott 

and  C.  Wrede  Petersmeyer  have  asked  to  be  associated; 

"The  importance  of  restraining  the  growth  of  Federal 
expenditures  needs  greater  emphasis.   Unless  the 
past  tendency  for  Federal  spending  to  outpace  the 
growth  in  revenues  is  stopped,  the  upward  trend  in 
the  tax  burden  will  be  re-established.   The  latent 
threat  of  inflation  will  never  be  eliminated  until 
responsible  government  officials  exercise  restraint 
in  their  fiscal  policies." 


Page  41   -    By  Frederick  Roe; 


Miscellaneous  excise  taxes  are  relics  of  bygone 
conditions  and  they  are  capricious  and  unfair.   Some 
of  these  taxes  have  been  eliminated,  others  have  been 
reduced  and  means  for  doing  away  with  the  remaining 
ones  should  be  studied  at  an  early  date.  The 
comments  in  the  foregoing  text  favoring  a  moderate 
general  excise  tax  for  a  country  such  as  ours  under 
prospective  conditions  do  not  seem  more  convincing 
to  me  than  the  adverse  points  which  come  to  mind. 
However,  the  observations  in  favor  of  indirect  taxes 
do  not  constitute  the  main  body  of  this  Policy 
Statement  and  I  support  the  basic  recommendations  in 
the  Statement  as  matters  of  urgent  importance." 
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MEMORANDA  OF  COMMENT,  RESERVATION  OR  DISSENT  (contd.) 
Page  9  -   *By  William  M.  Roth; 

"The  recommendations  for  holding  total  Federal 
expenditures  in  the  fiscal  year  1964  to  the  level 
of  fiscal  1963  (discussed  at  length  on  page  37)  is 
so  general  that  it  tends  to  obscure  rather  than 
lead  to  a  fuller  understanding  of  the  issues  at 
hand. 

Although  the  policy  statement  is  presented 
in  broad,  fiscal  terms,  a  recommendation  to  hold 
expenditures  to  present  levels  without  indicating 
what  categories  of  expenditures  should  be  held  or 
cut  and  under  what  circumstances,  appears  to  verge 
on  the  irresponsible.   Certainly  anything  but 
increases  in  the  expenditures  for  education,  many 
social  services  and  the  support  of  urban  development 
on  a  local  level,  would  seriously  undermine  the 
health  and  vitality  of  the  Nation.  Are  such  cutbacks 
then  to  come  from  space  expenditures  and  certain 
areas  of  defense?  The  question  of  allocation  of 
resources  cannot  be  separated  from  the  purely  fiscal 
aspect  of  budgetary  policy  particularly  in  a 
dynamic  and  changing  economy  such  as  our  own.   I 
would  therefore  support  the  first  part  of  the  prog- 
ram for  an  immediate  tax  cut,  but  not  the  basis  on 
which  the  second  recommendation  was  made." 

Page  9  -   **By  William  M.  Roth; 


This  statement  occasionally  mixes  the  need  for  a 
quick,  short-term  tax  reduction  with  certain 
implications  for  long-term  tax  policy.  A  reduction 
of  the  top  income  tax  rate  to  70%  obviously  has  the 
advantage  of  a  direct  rather  than  an  indirect 
approach  to  the  problem  of  high-bracket  income  taxes, 
However,  such  a  reduction  is  intimately  tied  in 
with  the  inequities  of  a  whole  series  of  loopholes 
in  the  tax  law  and  should  only  be  studied  and 
acted  upon  in  relation  to  them." 
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MEMORANDA  OF  COMMENT,  RESERVATION  OR  DISSENT  (contd.) 
Page  10-   *  By  Thomas  Roy  Jones: 


"While  a  tax  cut  is  vital  to  the  growth  of  the 
economy  and  the  approach  recommended  in  this  report 
is  an  excellent  one,  there  is  serious  doubt  as  to 
whether  the  recommendations  go  far  enough.  Certainly 
the  $6  billion  cut  recommended  as  the  first  part  of 
their  program  is,  in  itself  and  in  the  face  of  a 
$550  billion  gross  national  product,  insufficient 
to  promote  the  required  upsurge  in  our  economy.   There 
is  great  doubt,  in  view  of  the  many  pronouncements 
of  the  Administration  and  its  advisers,  that  govern- 
ment spending  will  be  brought  under  the  control 
contemplated  in  this  report  as  a  condition  precedent 
to  the  second  part  of  the  tax  cut.   If  tax  legisla- 
tion follows  the  recommendations  of  this  report  and 
1964  spending  is  not  held  to  1963  levels,  the  effect 
of  the  $6  billion  cut  on  economic  growth  may  be 
disappointing  to  the  drafters  of  this  report,  to 
Congress  and  most  of  all  to  the  people  of  the  nation. 
The  entire  amount  of  the  proposed  two-part  $11  billion 
cut  is  minimal  and  it  is  doubtful  that  the  growth  of 
the  economy  of  the  United  States  will  match  that  of 
the  more  forward-looking  nations  of  the  free  world 
unless  a  more  drastic  attack  on  our  Mothering  tax 
structure  is  made.  The  writer  is  well  aware  of  the 
virtues  of  fiscal  responsibility  but  is  not  arguing 
that  subject  here." 
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